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and courage and ability to explain, in 
common language, some of our most 
complex financial issues facing this 
country. It is an extraordinarily valu-
able asset to our country, to have Sen-
ator GRAMM in this body as a trained 
economist. I never cease to be amazed 
and appreciative of what he contrib-
utes. 

f 

PROTECTING ALABAMA 
HOSPITALS 

Mr. SESSIONS. Mr. President, today 
I want to talk about the situation in-
volving hospitals in America. We 
passed the Balanced Budget Act in 1997. 
It was an agreement, not only of this 
Congress, but of the President. It was 
to be administered by the executive 
branch agency called HCFA. We pro-
jected a number of reductions and sav-
ings that would occur as a result of our 
efforts to balance the budget, to curtail 
double-digit increases in health care, 
and to make hospitals really force 
some cost containment in the esca-
lating cost of health care in America. 

I believe in that, and I support that. 
I think that, in part, it has been suc-
cessful. Experts projected savings over 
this period of time would have been 
$115 billion. We now see that savings to 
Medicare will be closer to $250 billion. 
In other words, the savings that have 
come out of Medicare and Medicaid re-
imbursements to hospitals that are 
taking care of indigent patients wheth-
er they get paid or not have had an im-
pact far in excess of what we antici-
pated when we passed the BBA. 

I have traveled to about eight dif-
ferent hospitals in the last several 
months in my State. I met with groups 
of administrators from these hospitals. 
I talked to nurses, administrators, 
practitioners and accountants in the 
hospitals, and I believe that they are 
not crying wolf, but that their con-
cerns are real. I believe there is a prob-
lem there. 

I would like to share with the Mem-
bers of this body some of my concerns 
about it and say we are going to need 
to improve and find some additional 
funding that will help those hospitals. 

In Alabama, when we passed the Bal-
anced Budget Act of 1997, Alabama’s 
hospitals’ bottom line already was sig-
nificantly less than that of other hos-
pitals in the country. That year, Ala-
bama had an average operating margin 
of 2 percent, whereas the average oper-
ating margin for 1997 was 16 percent. 
Aside from lower operating margins, 
the State also has special health needs. 
When compared with other States, Ala-
bama’s health care market had a high-
er than average percentage of Medicare 
and Medicaid and uninsured residents. 
In 1998, the State’s Medicare enrollees 
made up 15.4 percent of the population 
and Medicaid residents made up 15.3 
percent, both above the national aver-
age of 14.1 percent. So when those re-

imbursements were reduced, Alabama 
felt it more severely than most States. 

One significant part of the BBA that 
has been especially damaging to our 
Nation’s hospitals is the lack of a mar-
ket basket update. The market basket 
is Medicare’s measure of inflation. It is 
an inflation index. It is essentially a 
cost-of-living adjustment for hospitals. 
Without an accurate inflationary up-
date, or market basket update, Medi-
care payments for a hospital’s inpa-
tient perspective payment system—the 
way we pay them—are inadequate and 
do not reflect inflation or the increased 
demands of regulations, new tech-
nologies, and a growing Medicare popu-
lation. 

As part of the Balanced Budget Act 
of 1997, which was passed to address the 
double-digit growth in Medicare spend-
ing, updates in the market basket were 
frozen. But by freezing the updates, 
mathematically this effectively cre-
ated negative update factors. 

For example, in 1998, the market bas-
ket update was 0.1 percent; for 1999, it 
was a minus 1.9 percent; for fiscal year 
2000, it was minus 1.8 percent; for 2001, 
it is scheduled to be minus 1.1 percent; 
for 2002, minus 1.1 percent. So, in ef-
fect, we not only have frozen the infla-
tion increase over all these years, we 
have created mathematically a reduc-
tion in the funding. 

From 1998 to 2000, hospital inflation 
rates rose 8.2 percent, while Medicare 
payments for inpatient care rose 1.6 
percent. You can do that for a while. 
We can create some savings, but at 
some point you begin to cut access to 
essential health care, making health 
care in hospitals more difficult less 
personnel and decreased resources. 

Overall, the BBA will result in a re-
duction of Medicare payments for hos-
pital inpatient care by an estimated 
$46.3 billion over 10 years. This de-
crease in payments has been com-
pounded by other increased costs such 
as the rapid increase in the cost of pre-
scription drugs. We all know the rising 
costs of health care, particularly drug 
costs. Hospitals feel this crunch as 
well. 

Cherokee Baptist Medical Center and 
Bessemer Northside Community Clinic 
in Alabama are two facilities that have 
been hurt. For example, Cherokee Bap-
tist Medical Center has estimated that 
the 5-year impact of BBA implementa-
tion for years 1998 through 2002 will 
create a loss of $3.7 million for this 
small rural hospital. That is real 
money in a real community—$3.7 mil-
lion. The hospital’s operating margin 
fell from 4.5 percent in 1997 to 2.2 per-
cent in 1999. 

While Medicare inpatient admissions 
remain the same, the revenue they 
have received from them has dropped 
from $3.5 million to $2.9 million. That 
is a loss of over $600,000 for the hospital 
alone. 

Bessemer Northside Community Clin-
ic opened in 1997 in an attempt to deal 

with a specific community need. The 
community needed convenient care for 
its elder and uninsured. Bessemer 
opened to fill that need. But due to re-
ductions in Medicare reimbursements, 
they lost approximately $3 million in 
1999, and were projected to lose $4 mil-
lion in 2000. 

This clinic served about 2,000 low-in-
come and elderly patients in its first 
year, and was expected to serve 200,000 
as part of a regional health network. 
Now it has closed its doors. 

What we need to do: Last year we 
passed the Balanced Budget Refine-
ment Act. The truth is, it will really 
come into effect this year. The hos-
pitals will begin to feel its impact in 
2001. Some may think we did not do 
anything last year. We did, but it was 
phased in, and the real impact is just 
now beginning to be felt. It is a good 
start. But it is not enough. Now we 
need to deal with the market basket 
update reduction projection of 1.1 per-
cent, again, for 2001 and 2002. We need 
to restore the full inflationary update. 
The Alabama Hospital Association as 
well as the American Hospital Associa-
tion have identified this as one of their 
top priorities. 

The American Hospital Preservation 
Act, which was introduced by Senator 
HUTCHISON and cosponsored by myself 
and 58 other Senators, should be in-
cluded in this year’s Medicare provider 
give-back legislation that is now being 
considered in this Congress. 

Now I will talk about the wage index 
and how that affects a hospital in 
Stringfellow, AL. This is a chart that 
gives a clear indication of what this 
hospital receives compared to the na-
tional average. 

For the national hospital average, 
this chart shows a per patient/diag-
nosis reimbursement rate for labor of 
$2,760; $1,128 for nonlabor reimburse-
ments. That is what our national hos-
pital average reimbursement rate 
looks like for per patient diagnoses for 
inpatient care, totaling $3,888. 

But Medicare/Medicaid reimburse-
ments for Stringfellow Memorial Hos-
pital in Anniston, Alabama—because of 
lower labor costs and a higher percent-
age of non-labor costs are calculated by 
HCFA with a complicated formula that 
does it—is only reimbursed $2,042 for 
labor. This means that this rural Ala-
bama hospital is being reimbursed $718 
less per patient diagnosis. That is 
money not going to Stringfellow Hos-
pital. That is money not going to that 
hospital. And the nonlabor costs are 
the same. So they are feeling a loss of 
$718 out of the $3,888 average cost for 
care compared to the national average. 

Make no mistake, there are other 
hospitals well above the national aver-
age. Where rural Alabama hospitals 
lose $718 per patient, these hospitals 
may make $1,500 per patient diagnosis. 

The nonlabor-labor split also as-
sumes that hospitals purchase outside 
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services from within their region, when 
in fact, most rural hospitals must pur-
chase services from urban areas—which 
have must higher wages. In rural Ala-
bama, much of a hospital’s services 
often have to come from Birmingham, 
the University of Alabama Medical 
Center, and all the first-rate quality 
care there. It may have to be trans-
ported out to the local hospitals at 
greater cost than it would be in Bir-
mingham or any other regional med-
ical center. 

According to a recent study by 
Deloitte Consulting, approximately 70 
percent of Alabama’s hospitals will be 
operating in the red in 2000 and as 
many as 14 are likely to close—unless 
something is done. 

The reductions which have resulted 
from HCFA’s implementation of the 
BBA, have affected Alabama hospitals 
in many ways. The reductions have 
hurt hospitals, both big and small, 
urban and rural. They have been forced 
to limit access, cut off services, 
downsize, and in some instances, close 
their doors. 

Shelby Baptist Medical Center in Al-
abaster, Alabama was forced to close 
its inmate/juvenile detention medical 
clinic, close their occupational medi-
cine clinic, close a pediatric clinic, 
downsize psychiatric services, close 
physician services to new patients, and 
decrease the number of health 
screenings for early detection of dis-
ease. They have had to place a hold on 
all capital projects including a wom-
en’s services clinic, an additional lab, 
and the expansion of diagnostic serv-
ices to the surrounding communities. 
They have also had to end the develop-
ment of an ‘‘Open Access Clinic’’ to 
help deal with the area’s numerous un-
insured and under-insured patients. 

Likewise, the net income of Coffee 
Health Group in Lauderdale, Colbert 
and Franklin Counties in Alabama 
dropped from $38.3 million in 1997 to a 
projected negative $13.6 million in 2000. 
The hospitals’ operating margin—the 
pre-tax profits which are the major 
source of a hospital’s cash flow— 
dropped from $19.6 million in 1997 to a 
projected negative $21.5 million in 2000. 

Market basket update: One signifi-
cant part of the BBA that has been es-
pecially detrimental to our nation’s 
hospitals is the lack of a Market Bas-
ket Update. The Market Basket is 
Medicare’s measure of inflation. It is 
essentially a cost of living adjustment 
for hospitals. Without an accurate in-
flationary update, or Market Basket 
Update, Medicare payments for a hos-
pital’s inpatient perspective payment 
system are inadequate and do not re-
flect the increased demands of regula-
tions, new technologies, and a growing 
Medicare population. 

As part of the Balanced Budget Act 
of 1997, which was passed to address a 
looming health care crisis: double-digit 
growth in Medicare spending, updates 

in the Market Basket were frozen. By 
freezing the updates, the BBA effec-
tively created negative update factors: 
For fiscal year 1998, the market basket 
update was ¥0.1 percent, for fiscal year 
1999, the update was ¥1.9 percent, for 
fiscal year 2000, the update was ¥1.8 
percent, for fiscal year 2001, the update 
is scheduled to be ¥1.1 percent, and for 
fiscal year 2002, the update is scheduled 
to be ¥1.1 percent. 

Between 1998 and 2000 hospital infla-
tion rates rose 8.2 percent while Medi-
care payments for hospital inpatient 
care rose 1.6 percent. Overall, the BBA 
will result in a reduction of Medicare 
payments for hospital inpatient care 
by an estimated $46.3 billion over 10 
years. This decrease in payments has 
been compounded by a rapid increase in 
the cost of prescription drugs and the 
price of blood and blood products. We 
all know of the rising costs of health 
care—most especially in drug costs. 
Hospitals feel this crunch as well. 
While the average costs of ‘‘existing 
drugs’’ or those that came to the mar-
ket before 1992, is $30.47, the average 
price of new prescription drugs is 
$71.49—more than twice that of exist-
ing drugs. 

Cherokee Baptist Medical Center and 
Bessemer Northside Community Clinic 
in Alabama are 2 facilities that have 
been affected by the BBA and provide 
disheartening real-life examples. 

Cherokee Baptist Medical Center has 
estimated that the five-year impact of 
BBA implementation for fiscal years 
1998 through 2002 will create a loss of 
$3.7 million. The hospital’s operating 
margin fell from 4.5 percent in 1997 to 
2.2 percent in 1999. And while Medicare 
inpatient admissions remained the 
same, the revenue dropped from 
$3,512,910 to $2,909,666. That’s a loss of 
over $600,000 for this hospital alone. 

Bessemer Northside Community Clin-
ic opened in October of 1997 (about the 
same time the BBA was passed) in co-
ordination with the community and in 
response to a specific need. The com-
munity needed convenient care for its 
elderly and uninsured. Bessemer 
opened to fill that need, but due to re-
ductions in Medicare reimbursement 
that came as a result of the implemen-
tation of the BBA, Bessemer lost ap-
proximately $3 million in 1999 and was 
projected to lose about $4 million in 
2000. This clinic served about 2,000 low 
income and elderly patients its first 
year and was expected to serve over 
200,000 as part of a regional health net-
work. It provided more than $4 million 
in free medical care to Northside resi-
dents since the clinic opened. Now, due 
to the drastic reductions in reimburse-
ment, Bessemer has closed its doors, 
leaving the community’s elderly to 
travel long distances for care, or in 
many cases to go without. 

Last year Congress passed the Bal-
anced Budget Refinement Act (BBRA) 
in 1999 to address some of the concerns 

we had about the affects of the imple-
mentation of the BBA. One provision in 
this legislation allows Sole Community 
Hospitals—those hospitals that are the 
only access to health care in an area— 
to receive a full Market Basket Update 
in fiscal year 2001. That’s a good start, 
but it’s not enough. Now we need to 
strike the BBA-mandated Market Bas-
ket reduction of 1.1 percent for fiscal 
year 2001 and 2002 and restore a full in-
flationary update. The Alabama Hos-
pital Association as well as the Amer-
ican Hospital Association have identi-
fied this as one of their top priorities, 
and it is what the American Hospital 
Preservation Act of 1999 does. This bill 
which was introduced by my colleague 
Senator HUTCHISON and cosponsored by 
myself and 58 other Senators, should be 
included in this year’s Medicare pro-
vider give-back legislation to address 
the continuing needs of our Medicare 
providers. 

Wage index: Mr. President, another 
Medicare reimbursement issue which 
needs to be addressed in any upcoming 
Medicare provider give-back legislation 
is a needed adjustment to the Wage 
Index. 

Medicare reimbursement for hospital 
inpatient care is based on a Perspective 
Payment System (PPS) which was cre-
ated in the early 1990’s to cut Medicare 
spending. A formula within the PPS is 
used to adjust Medicare payments to a 
hospital based on a Wage Index—or the 
average wage for a particular area. The 
formula is based on 2 components: 
labor-related and non labor-related 
costs. While non labor-related costs are 
the same nationwide—these are costs 
for supplies, pharmaceuticals, equip-
ment, etc—labor-related costs differ 
from region to region and there are 
large discrepancies between the labor 
costs in urban and rural areas. The cost 
of living is lower in rural areas, so they 
pay, on average, lower wages. The ad-
justment made for these regional dif-
ferences is made according to the Wage 
Index. 

The national wage index is 1, but 
most rural hospitals have a wage index 
of 0.74 and most hospitals in Alabama 
have a wage index between 0.74 and 
0.89, which is 0.11 to 0.26 below the na-
tional average. This index which is 
used to calculate the base rate for 
Medicare reimbursement, has several 
inequities: 

For example: 

Adding additional lower paid employ-
ees lowers your wage index. 

Hiring 2 lower paid employees to do 
the job of one higher paid employee 
lowers your wage index. 

Increasing wages has no impact on 
the wage index for 3 years. 

Having no corporate overhead from a 
large proprietary entity lowers your 
wage index. 
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When developing the Wage Index 

mechanism, HCFA decided that 71 per-
cent of a hospital’s costs were labor re-
lated. This rate also includes a pre-
dominant shift to labor-related costs 
due to purchases of outside services 
which incorrectly assumes that hos-
pitals purchase services only from 
within their region and thus pay simi-
lar wages for these outside services. In 
reality, rural hospitals usually pur-
chase services from urban areas and 
must pay urban wages for these serv-
ices. However, the purchase of outside 
services from urban areas which may 
have a greater labor cost is not rec-
onciled with the prevailing wage rate 
within the rural area. Hence, rural hos-
pitals are paying urban rates for those 
services but are not being reimbursed 
at their urban wage rate. The average 
percentage of hospital expenditures in 
Alabama that are labor related is 51 
percent—far from the 71 percent used 
by HCFA. And the annual impact of 
these formula problems result in a re-
duction of Alabama hospital payments 
by HCFA by between 5.5 and 6.5 percent 
or close to $46 million a year. 

To illustrate the unfairness of the 
Wage Index formula, you must see the 
differences in the calculation of the 
base rate for reimbursement using the 
Wage Index for both the national aver-
age and for a typical Alabama hospital. 

National Average: 
Take the initial national base rate 

for a per patient diagnosis of $3,888. 
Multiply it by the national average 

for percentage of wages to all other 
costs (71 percent) = $2760. 

Remaining $1128 is non-labor costs. 
Apply National Average Wage Index 

(1) to wage cost of $2760 = $2760. 
Add $2760 to the non-labor portion, 

$1128, to get a total payment of $3888. 
This is the base rate for Medicare reim-
bursement per Medicare patient diag-
nosis. 

Compare that to: Stringfellow Memo-
rial Hospital in Anniston, AL: 

Take the initial national base rate 
for a per patient diagnosis of $3,888. 

Multiply it by the national average 
for percentage of wages to all other 
costs (71 percent) = $2760. 

Remaining $1128 is non-labor costs. 
Now here’s the problem. Instead of 

applying the national average wage 
index of 1, for this Alabama hospital, 
we would use the Montgomery wage 
index of 0.74. 

So, apply the local wage index of 
(0.74) to wage cost of $2760 = $2042. 

Add $2042 to the non-labor portion, 
$1128, to get a total payment of $3170. 

Therefore the base rate for per pa-
tient diagnosis at Stringfellow Memo-
rial Hospital is $718 less than the na-
tional average. That’s nearly 20 per-
cent below the national average. 

HCFA has recognized the problem 
and has addressed it in other areas. In 
developing the formula for the new 
Outpatient Perspective Payment Sys-

tem (PPS), which was required by the 
BBA of 1997, HCFA set the labor com-
ponent of hospital costs at 60 percent 
(as compared to the 71 percent in the 
Inpatient PPS). According to HCFA, in 
the development of this new Out-
patient formula, 60 percent represents 
the average split of labor and non 
labor-related costs. 

Why then has HCFA not changed the 
Inpatient PPS formula? Why do we 
have to do it legislatively? 

Senator GRASSLEY has proposed leg-
islation that would correct the faulty 
wage index formula. His plan would 
mandate that HCFA apply the wage 
index adjustment only to each hos-
pital’s actual labor costs. This pro-
posal, though it has not been scored, 
would cost approximately $230 million 
the first year. 

While I support this proposal, I am 
also sympathetic to my colleagues 
whose states are not detrimentally af-
fected by the wage index. For that rea-
son, I would also support other possible 
solutions to the Wage Index issue. 

There are 2 possible options: 
(1) We can develop a Wage Index 

‘‘Floor,’’ possibly set at 0.85 or 0.9. 
Thus there would be no effect (positive 
or negative) on hospitals with Wage 
Indeces above that level. 

(2) We can establish a hold-harmless 
provision and apply the Wage Index ad-
justment to the share of hospital costs 
that are actually wage related (51 per-
cent for Alabama), but only for hos-
pitals with a Wage Index below 1. 

The bottom line is that something 
must be done before the reductions in 
the BBA threaten the access to and 
quality of health care for our nation’s 
seniors and uninsured. This govern-
ment must not create a situation in 
which many of these needed hospitals 
have to close. We must act quickly or 
closures will occur. 

I would like to thank the Chairman 
of the Senate Finance Committee, 
Chairman ROTH, for his efforts to ad-
dress these concerns, and I look for-
ward to working with him and the 
members of the Senate Finance Com-
mittee as well as the Senate Leader-
ship to get this done. 

It is time for this Congress to deal 
with the unfair wage index and im-
prove it and take a step in the right di-
rection. It is hurting our hospitals in 
rural America. It is really hurting 
them in Alabama where 70 percent are 
operating in the red and as many as 14 
might close. 

f 

MARSHALL SPACE FLIGHT 
CENTER’S 40TH ANNIVERSARY 

Mr. SESSIONS. Mr. President, today 
we are celebrating the accomplish-
ments of the men and women of the 
Marshall Space Flight Center in Hunts-
ville, AL, on the occasion of their 40th 
anniversary which will be celebrated 
tomorrow. 

In September of 1960, President 
Dwight Eisenhower dedicated the Mar-
shall Space Flight Center, which soon 
began making history under the leader-
ship of Dr. Wernher von Braun. From 
the Mercury-Redstone vehicle that 
placed America’s first astronaut, Alan 
Shepard, into suborbital space in 1961, 
to the mammoth Saturn V rocket that 
launched humans to the moon in 1969, 
Marshall and its industry partners 
have successfully engineered history 
making projects that gave, and con-
tinue to give, America the world’s pre-
mier space program. 

We are fortunate to have these dedi-
cated men and women in Huntsville. I 
will be offering some remarks and hope 
to speak on the floor again later today. 
I take this opportunity to express my 
compliments and those of the Amer-
ican people to the men and women at 
Marshall Space Flight Center, which 
began 40 years ago, sent men to the 
moon, and now is working steadfastly 
to create a cost-efficient, effective way 
to send people into space routinely, al-
most as easily as we fly now across the 
Atlantic Ocean. 

f 

ENERGY 
Mr. SESSIONS. Mr. President, I see 

the Senator from Alaska is here. I will 
just say this: Senator MURKOWSKI un-
derstands the failure of this adminis-
tration’s energy policy. He understands 
their desperate attempt to blame it on 
everyone but themselves. 

The plain fact is, for almost 8 years, 
this administration has, through a 
myriad of ways—the chairman of the 
Committee on Energy and Natural Re-
sources well knows—reduced American 
production of energy, leaving us more 
and more dependent on foreign oil. Now 
they have gotten together, created 
their cartel strength again and driven 
up the price of a barrel of oil in a mat-
ter of months from $13 a barrel to over 
$30, maybe $35. We are feeling it in 
every aspect of the American Govern-
ment. It was done not on the basis of a 
free market supply and demand but be-
cause of the political acts of the OPEC 
nations. This administration needs to 
do something about it. 

I am glad to see Chairman MUR-
KOWSKI here this morning. I know he 
will be speaking about this important 
issue. 

I yield the floor. 
The PRESIDING OFFICER. The Sen-

ator from Alaska. 
Mr. MURKOWSKI. Mr. President, 

may I ask how much time I am allotted 
under the standing order? 

The PRESIDING OFFICER. The Sen-
ator may have 13 minutes of the time 
remaining of the Senator from Ala-
bama. 

Mr. MURKOWSKI. I thank the Chair, 
and I thank my good friend from Ala-
bama. 

He indicated that the price of oil had 
risen. The price of oil yesterday rose to 

VerDate Aug 04 2004 01:33 Dec 17, 2004 Jkt 039102 PO 00000 Frm 00006 Fmt 0686 Sfmt 0634 E:\BR00\S20SE0.000 S20SE0


		Superintendent of Documents
	2016-07-05T19:51:06-0400
	US GPO, Washington, DC 20401
	Superintendent of Documents
	GPO attests that this document has not been altered since it was disseminated by GPO




